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APPOINTIVE  A!W  ADMIN ISTPvATIVE  OFFICIALS 


STATE  DEPARTMENT  OF  INSTITUTIONS 

Dr.  Robert  H.  Mattson,  Director  (current) 

Edwin  G.  Kellner,  Director  (during  grant  fiscal  year 

ended  October  31,  1974) 


SOUTHWESTERN  MONTANA  DRUG  PROGRAI-I 


Michael  A.  Murray,  Administrative  Director 


ill 


SUMMARY  OF  RECOMMENDATIONS 


Page 
Prepare  future  reports  of  grant  expenditures  on  the 

accrual  basis  of  accounting.  5 

Seek  further  clarification  from  NIDA  as  to  the  department's 
entitlement  to  an  indirect  cost  allowance  for  the  grant 
fiscal  year  ended  October  31,  1973.  7 

Recalculate  the  indirect  costs  applicable  to  the  SMDP  for  the 
grant  fiscal  year  ended  October  31,  1973,  based  upon  the 
determination  reached  pursuant  to  the  above  recommendation,  8 

Include  the  full  indirect  cost  allowance  on  reports  of 

grant  expenditures.  9 

Revise  expense  classifications  in  future  budget  requests  to 

account  as  direct  costs  all  costs  incurred  solely  to 
.  operate  SMDP.  10 

Make  the  appropriate  fund  transfer  to  effect  the  proper 

matching  for  the  01  grant  year.  '  12 

Prepare  and  submit  a  revised  report  of  grant  expenditures  to 

the  National  Institute  of  Drug  Abuse  for  the  01  grant  year.  12 

Transfer  $6,650  from  the  General  Fund  to  the  SMDP  account 
in  the  Federal  and  Private  Revenue  Fund  to  effect  the 
correct  match  for  the  02  grant  year. 


Prepare  and  submit  a  revised  report  of  grant  expenditures 
for  the  02  grant  year  reflecting  the  full  indirect  cost 
allowance  and  matching  adjustment  transfer. 


13 


Initiate  a  procedure  of  paying  SMDP  obligations  from  one 
state  treasury  account  and  periodically  reimbursing  the 
account  for  the  appropriate  amount  due  from  other  sources.  1'^ 

Seek  written  clarification  from  NIDA  as  to  the  department's 
authority  to  utilize  federal  grant  proceeds  beyond  the 
$443,416  limitation  for  the  grant  fiscal  year  ended 
October  31,  1974.  15 

Continue  to  seek  access  to  the  pertinent  records  of  SMDP's 
Butte  affiliate  needed  to  determine  the  appropriate 
settlement  for  the  02  grant  year  and  continue  to  withhold 
payment  until  the  necessary  records  are  provided.  20 
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WASHINGTON 
PLAZA EAST 


G.    DEAN   REED 

CERTIFIED     PUBLIC    ACCOUNTANT 
2033    ELEVENTH    AVENUE 
HELENA,    MONTANA    59601 


AREA    CODE    406 
TELEPHONE    442-6O50 


June  16,  1975 


Dr,  Robert  H.  Mattson,  Director 
Department  of  Institutions 
State  of  Montana 

I  have  examined  the  balance  sheet  of  the  State  Department  of 
Institutions  Southwestern  Montana  Drug  Program  as  of  October  31, 
1974,  and  the  related  statements  of  changes  in  fund  balance,  of 
expenditures  compared  with  appropriations,  and  of  changes  in 
General  Fixed  Assets  for  the  year  then  ended.   This  yearend 
coincides  with  the  fiscal  yearend  of  the  federal  grants  which 
provides  the  primary  financial  support  for  the  program.   In 
addition,  I  have  examined  the  Department's  report  of  grant 
expenditures  submitted  to  the  Federal  Department  of  Health, 
Education,  and  Welfare  for  the  grant  fiscal  year  ended  October 
31,  1974.   My  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and  accordingly  included  such  tests 
of  the  accounting  records  and  such  other  auditing  procedures  as 
I  considered  necessary  in  the  circumstances. 

The  report  of  grant  expenditures  was  prepared  primarily  on 
the  cash  basis  of  accounting  and  accordingly  beginning  and 
ending  accruals  are  not  included  in  the  appropriate  grant 
fiscal  year.   Indirect  costs  included  in  the  reported  ex- 
penditures are  limited  to  cash  disbursements  and  do  not  reflect 
the  indirect  cost  allowance.   The  report  does  not  include 
adjustments  to  effect  the  proper  federal/grantee  matching  ratio. 
The  effect  of  each  of  these  factors  is  explained  in  the  comments 
section  of  this  report  together  with  recommended  actions. 

In  my  opinion,  the  above  mentioned  financial  statements  except 
for  the  report  of  grant  expenditures,  present  fairly  the  financial 
position  of  the  various  funds  of  the  Southwestern  Montana  Drug 
Program  as  of  October  31,  1974,  and  the  results  of  the  Program's 
operations  for  the  year  then  ended  in  accordance  with  generally 
accepted  governmental  accounting  principles  applied  on  a  basis 
consistent  with  the  preceding  year. 

For  your  information,  I  am  submitting  the  financial  statements 
and  appendices  listed  in  the  table  of  contents,  accompanying 
notes,  and  the  following  comments. 
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COMMENTS 

GENERAL 

The  Southwestern  Montana  Drug  Program  is  a  drug  abuse  treatment 
program  administered  by  the  Montana  State  Department  of  Institutions. 
The  program  goal  is  to  help  drug  dependent  individuals  establish  a  new 
life  style  that  is  free  of  the  use  of  mood  or  mind  altering  chemicals. 
The  program  provides  service  to  Montana  Mental  Health  Region  IV,  which 
currently  comprises  12  counties  in  the  southwestern  part  of  the  state. 

The  program,  formerly  knov>ni  as  the  Montana  Drug  Program,  was  ad- 
ministered by  Warm  Springs  State  Hospital  from  its  inception  through 
March  1973.   Effective  April  1973,  a  separate  unit,  now  designated  as 
the  Southwestern  Montana  Drug  Program  (SMDP) ,  was  administratively 
created  within  the  Department  of  Institutions  to  administer  the  program. 
SMDP  is  headed  by  an  administrative  director  located  in  Helena.   Also 
staffing  the  administrative  office  are  the  program's  accountant,  training 
specialist  and  administrative  secretary. 

SMDP  has  a  regional  office  located  in  Butte  out  of  which  the  program's 
director  of  treatment  and  rehabilitation  works.   S>DDP  has  three  satellite 
offices  located  in  Helena,  Butte,  and  Anaconda  staffed  by  SMDP  employees, 
and  two  affiliates  (independent  non-profit  organizations  with  which  SMDP 
has  contracted  for  services)  located  in  Butte  and  Bozeman.   The  primary 
direct  contact  with  program  clients  and  potential  clients  emanates  from 
the  satellite  and  affiliate  offices. 

The  program's  primary  source  of  financing  is  an  8-year  project 
grant  (No.  5  HSO  01018)  from  the  National  Institute  of  Drug  Abuse,  an 
organizational  unit  of  the  U.S.  Department  of  Health,  Education,  and 
Welfare  -  Public  Health  Service.   The  grant  was  made  pursuant  to  federal 
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laws  91-513  (Comprehensive  Drug  Abuse  Prevention  and  Control  Act  of 
1970)  and  92-255  (Drug  Abuse  Office  and  Treatment  Act  of  1972).   The 
grant  period  commenced  November  1,  1972,  and  runs  through  October  31, 
1980.  Grant  awards  are  made  annually  for  grant  fiscal  years  running 
November  through  October. 

Similar  to  many  other  federally  assisted  programs,  the  federal 
legislation  provides  for  matching  contributions  from  grantee  organ- 
izations.  SMDP  fits  into  the  category  where  the  maximum  federal  par- 
ticipation in  eligible  project  costs  is  as  follows: 

1st  and  2nd  year  90% 

3rd  year  80% 

4th  and  5th  year  75% 

6th,  7th,  and  8th  year  70% 

Federal  grant  awards  for  the  first  three  years  have  been  as  follows: 


Grant  Year 

Direct  Cost 

Provisional 
Indirect  Costs 

Total 

1 

$  616,540 

$  92,481 

$  709,021 

2 

556,631* 

83,494 

640,125 

3 

368,615 

43,865 

412,480 

*As  discussed  in  a  subsequent  section  of  this  report,  this  amount 
was  subsequently  revised  downward  but  the  revised  amount  has  not 
been  finalized. 


SMDP's  matching  requirements  have  been  provided  primarily  by  approp- 
riations from  the  State  General  Fund  and  contributions  of  time  by  volunteers 
at  SMDP's  affiliate  agencies. 
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Throughout  this  report,  several  abbreviations  are  used  extensively 
to  enhance  the  report's  readability.   The  abbreviations  and  their  definitions 
are  as  follows: 

the  department  -  Montana  State  Department  of  Institions 
SMDP  -  Southwestern  Montana  Drug  Program  unit  of  the  department 
DHEW  -  U.S.  Department  of  Health,  Education,  and  Welfare 
NIDA  -  National  Institute  of  Drug  Abuse 

01  grant  year  -  grant  fiscal  year  ended  October  31,  1973 

02  grant  year  -  grant  fiscal  year  ended  October  31,  1974 

03  grant  year  -  grant  fiscal  year  ended  October  31,  1975 
BASIS  OF  ACCOUNTING 

NIDA  procedures  call  for  the  submission  of  an  annual  report  of 
expenditures  for  each  grant.   Pursuant  to  this  provision,  SMDP  has 
submitted  annual  reports  for  each  of  the  two  completed  grant  years  to 
date.   Appendix  I  of  this  report  presents  a  summary  of  these  reports  as 
submitted  and  an  analysis  of  expenditures  as  submitted  for  the  grant 
fiscal  year  ended  October  31,  1974. 

The  amounts  reported  as  expenditures  for  the  most  part  represent 
cash  disbursements  and  do  not  include  accrued  expenses  (materials  and 
services  received  in  the  grant  year  but  not  paid  for  until  the  following 
year) .   This  method  of  reporting  is  consistent  with  the  instructions  on 
the  back  of  the  grant  report  form.   However,  discussion  with  NIDA  officials 
indicates  that  they  prefer  the  reports  be  prepared  on  the  accrual  basis 
of  accounting.   This  is  the  more  logical  basis  since  it  results  in 
expenditures  being  charged  to  the  year  in  which  they  are  incurred  and 
for  which  they  are  budgeted.   In  addition  this  method  of  reporting 
provides  the  correct  bases  for  computing  indirect  cost  allowances  and 
determining  the  proper  matching  requirements. 


(4) 


Application  of  the  accrual  basis  for  the  01  and  02  grant  years 
results  in  the  following  revision  of  reported  direct  costs  to  date  for 
each  of  the  two  years: 

01  Grant  Year  Federal      SMDP       Total 

Direct  costs  -  cash  basis      $503,500    $85,878     $589,378 
Plus  10/31/73  accruals  25,603      2,134      27,737 

Direct  costs  -  accrual  basis   $529,103    $88,012    $617,115 

02  Grant  Year 

Direct  costs  -  cash  basis  $478,396  $82,208  $560,604 

Less  10/31/73  accruals  (25,603)  (2,134)  (27,737) 

Plus  10/31/74  accruals'^  47,633  523  48,156 

Direct  costs  -  accrual  basis^<  $500,426  $80,597  $581,023 

*As  indicated  in  a  subsequent  report  section,  these  amounts  are 
subject  to  change  due  to  a  contractual  dispute  between  SlIDP 
and  one  of  its  contractors. 

The  effect  of  these  changes  on  the  grant  expenditure  reports  previously 
submitted  to  NIDA,  and  the  recommended  action  are  included  under  the 
following  report  sections  on  "Indirect  Costs"  and  "Matching  Requirements". 
However,  in  order  for  future  reports  of  grant  expenditures  to  correctly 
present  the  financial  operations  of  the  program,  the  reports  should  be 
prepared  using  the  accrual  accounting  basis. 

RECOMMENDATION 

I  recommend  that  the  department  prepare  future  reports  of  grant 

expenditures  on  the  accrual  basis  of  accounting. 

INDIRECT  COSTS 

The  Public  Health  Service  of  DREW  (in  it's  publication  "Grants 
Policy  Statement")  has  acknowledged  its  support  of  the  policy  of  full 
reimbursement  for  eligible  indirect  costs  applicable  to  its  project 
grants.   Consistent  with  this  policy,  the  grant  awards  to  SMDP  for  each 
of  its  first  two  program  years  included  tentative  allowances  for  indirect 
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costs  with  the  following  stipulation:   "The  provisional  amount  for 
indirect  costs  cannot  be  used  until  an  indirect  cost  rate  is  negotiated 
with  DHEW." 

01  Grant  Year  (Year  Ended  October  31,  1973) 

Although  the  01  grant  year  was  not  included  in  this  audit,  it  was 
noted  that  the  indirect  cost  allowances  applicable  to  that  year  are  not 
yet  resolved. 

Authorization  for  Indirect  Costs  Allowance 

As  discussed  under  the  general  comments  section  above,  SMDP  vras 

administered  by  Warm  Springs  State  Hospital  (WSSH)  until  April  1973.   In   . 

December  1972,  WSSH  received  a  letter  from  the  federal  grants  management 

specialist  assigned  to  the  program  at  that  time.   The  letter  included 

the  following  statement: 

"Since  it  has  been  determined  that  your  institution  has  an 
acceptable  indirect  cost  rate  of  24.02%  of  salaries  and  wages, 
$38,515  of  the  provisional  amount  sho^^m  on  your  Notice  of  Grant 
Awarded  dated  October  6,  1972,  can  be  utilized." 

Pursuant  to  this  authorization,  the  01  year  Report  of  Grant  Expenditures 

submitted  in  December  1973,  included  $18,216  for  indirect  costs,  of 

which  $15,606  was  indicated  as  the  federal  share.   In  September  1974, 

SMDP  received  a  letter  from  another  NIDA  grants  management  specialist 

indicating  that  he  had  reduced  the  total  costs  claimed  for  reimbursement 

by  $15,606,  the  amount  claimed  for  indirect  costs.   The  reason  cited  was 

that  the  grants  management  specialist  had  been  advised  by  DHEW's  regional 

comptroller  that  WSSH  did  not  have  an  effective  indirect  cost  rate  for 

the  period  covered  by  the  report  (November  1,  1972  -  October  31,  1973). 

In  October  1974,  the  administrator  of  the  department's  Centralized 

Services  Division  sent  a  copy  of  the  previous  grants  management  specialist's 

.letter  to  the  then  current  specialist  and  asked  how  the  matter  might  be 
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resolved.  To  date,  the  department  has  not  received  a  direct  response  to 
this  request.   However,  SMDP's  Notice  of  Grant  Awarded  for  the  03  year 
received  in  November  1974,  shows  an  unobligated  balance  from  the  01  year 
in  an  amount  that  indicated  authorization  of  the  claimed  $15,606. 

DREW  approved  indirect  cost  rates  are  usually  established  on  a  July 
1-June  30  fiscal  year  basis.   In  October  1973,  the  department  received 
written  notice  of  approval  of  an  indirect  cost  rate  for  SMDP  for  the 
period  July  1,  1973-June  30,  1974.   The  approved  rate  was  11.9%  of  the 
total  direct  cost  less  items  of  equipment  and  alterations  and  reno- 
vations.  Accordingly,  since  this  period  overlaps  the  grant  it  appears 
this  is  the  rate  in  effect  for  the  latter  part  (July-October   1973)  of 
SMDP's  01  year. 

RECOMMENDATION 

I  recommend  that  the  department  seek  further  clarification 
from  NIDA  as  to  the  department's  entitlement  to  an  indirect  cost 
allowance  for  the  grant  fiscal  year  ended  October  31,  1973. 
Amount  of  Indirect  Costs 
As  mentioned  in  the  above  section,  SMDP  reported  indirect  costs 
totaling  $18,216  for  the  grant  fiscal  year  ended  October  31,  1973.   The 
indirect  cost  allowance  could  be  substantially  more  if  it  is  concluded 
that  the  department  is  entitled  to  reimbursement  for  the  full  year,  as 
illustrated  by  the  following  computation: 

24.02%  of  reported  salaries  and  wages  for  period  November  1972 
through  June  1973,  and  11.9%  of  total  direct  costs  (less  equip- 
ment and  alterations)  for  period  July-October  1973. 
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November  1972-June  1973: 

Salaries  and  wages  $  89,716 

Indirect  cost  rate  24.02%    $21,550 

July-October  1973: 

Total  direct  cost  less  equipment     254,581 
Indirect  cost  rate  11.9%    30,295 

Total  indirect  costs  51,845 

Federal  participation  rate  90% 

Potential  federal  share  $46,660 


In  any  event,  the  amount  of  indirect  costs  should  be  recalculated 
for  the  01  year  if  it  is  determined  that  the  department  is  entitled  to  an 
indirect  cost  allowance  for  that  year. 

RECOMMENDATION 

I  recommend  that  the  department  recalculate  the  indirect  costs 

applicable  to  the  SMDP  for  the  grant  fiscal  year  ended  October  31, 

1973,  based  upon  the  determination  reached  pursuant  to  the  above 

recommendation. 
02  Grant  Year  (Year  Ended  October  31,  1974) 

As  mentioned  above,  DHEW  approved  in  October  1973,  an  indirect  cost 

rate  for  SMDP  for  the  1973-74  fiscal  year  (July- June)  of  11.9%  of  total 

project  cost  less  equipment  and  alterations  expenditures.   In  April 

1974,  DHEW  approved  the  same  rate  for  1974-75  (July- June) .   As  a  result, 

this  indirect  cost  rate  was  in  effect  throughout  the  02  grant  year. 

Accordingly,  the  indirect  cost  allowance  for  the  year  is  calculated  as 

follows: 

Direct  costs  to  date  $581,023 

Less  expenditures  for: 

Equipment        $2,887 

Alterations  and 

Renovations         155      3,042 

Indirect  cost  base  577,981 

Indirect  cost  rate  x   11.9% 

Indirect  cost  allowance   $  68,780 
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The  department's  Report  of  Grant  Expenditures  for  the  02  year  shows 
iadirect  costs  of  $58,092,  or  $10,688  short  of  the  allowance.   The 
$58,092  constituted  cash  disbursements  for  items  classified  as  in-direct 
costs.   In  a  following  section  of  this  audit  report,  it  is   recommended 
that  a  revised  Report  of  Grant  Expenditures  be  submitted  for  the  02 
year.   In  preparing  that  report  and  subsequent  years'  reports,  the 
reported  indirect  costs  should  coincide  with  the  indirect   cost  allowance, 
RECOMMENDATION 

I  recommend  that  the  department  Include  the  indirect  cost  allowance 
on  Reports  of  Grant  Expenditures. 
Classification  of  Costs 

Under  the  existing  SI4DP  grant  budgeting  and  accounting  system  the 
department's  accountant  for  SMDP  has  to  spend  a  significant  amount  of 
time  accounting  for  indirect  cost.   He  is  required  to  analyze  many 
expenditures  and  allocate  them  between  the  direct  and  indirect  cost 
classifications.   A  change  in  the  budget  procedures  to  reclassify  most 
of  these  expenditures  as  direct  costs  would  eliminate  this  time  con- 
suming task  and  result  in  a  more  accurate  classification  and  disclosure 
of  the  nature  of  the  expenditures. 

Classified  as  indirect  costs  for  the  02  year  were  such  expenses  as 
the  SMDP  accountant's  salary  and  employee  benefits  and  most  operating 
expenses  of  the  program's  administrative  office.   Comparable  expenditures 
for  the  03  year  plus  other  direct  costs  of  the  program  such  as  the  ad- 
ministrative secretary's  salary  are  similarly  being  classified  as  indirect 
costs. 
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The  U.S.  Code  of  Federal  Regulations  (Title  45A,  Part  74,  Appendix 
C)  applicable  to  the  administration  of  DREW  grants  defines  indirect 
costs  as 

"...those  (a)  incurred  for  a  common  or  joint  purpose 
benefiting  more  than  one  objective,  and  (b)  not  readily 
assignable  to  the  cost  objectives  specifically  benefitted, 
without  effort  disproportionate  to  the  results  achieved."' 

The  costs  described  above  do  not  fit  this  definition.   They  (a)  are 
incurred  for  a  single  purpose  benefitting  only  one  cost  objective  and 
(b)  are  readily  assignable  to  the  cost  objective,  and  more  effort  is  re- 
quired to  account  for  them  as  indirect  costs  than  if  they  were  classified 
as  the  direct  costs  they  are. 

The  classification  of  these  costs  as  indirect  probably  stems  from 
the  time  when  the  program  was  administered  by  Warm  Springs  State  Hospital 
which  also  administered  other  programs.   At  that  time,  several  of  these 
type  expenses  were  applicable  to  more  than  one  purpose  and  therefore 
fell  within  the  indirect  cost  definition.   However,  SMDP  is  a  separate 
self-contained  organizational  unit  of  the  department  and  all  eligible 
program  costs  incurred  solely  for  the  purpose  of  running  the  unit  should 
be  classified  as  direct  costs. 

To  change  the  classification  of  these  program  costs  will  require  a 
change  in  the  grant  budget  classification  of  these  costs  and  revision  of 
the  components  used  in  developing  the  indirect  cost  rate.  The  indirect 
cost  components  applicable  to  SMDP  are  departmental  administrative 
expenses  outside  the  SMDP  unit  (department  director's  office  and  staff 
services)  and  central  administrative  agencies'  services. 
RECOMMENDATION 

I  recommend  that  the  department  revise  its  expense  classifications 
in  future  grant  budget  requests  to  account  as  direct  costs   all 
costs  incurred  solely  to  operate  SMDP. 
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Mi\TCHING  REQUIREMENTS 

Federal  grants  to  states  for  drug  abuse  services  projects  under 

which  SMDP  is  operated  are  made  by  means  of  formula  grants  whereby 

project  costs  are  shared  by  the  Federal  Government  and  the  grantee. 

When  the  areas  being  served  by  these  projects  are  designated  as  poverty 

areas  by  DHEW,  the  grantee  matching  requirements  are  set  at  a  lower  rate 

than  for  non-poverty  areas.   SMDP  services  a  designated  poverty  area. 

Accordingly,  the  basic  matching  percentages  for  the  eight  year  project 

period  are  as  follows: 

1st  and  2nd  year  10% 

3rd  year  20% 

4th  and  5th  year  25% 

6th,  7th  &  8th  year  30% 

The  "Notices  of  Grant  Awarded"  documents  for  the  first  two  program 

years  provided  for  the  following  matching  requirements: 

Grant 
Fiscal  Year  Ended  State/ 

October  31  Federal  Local 

1973  90%  10% 

1974  86%  14% 

Analysis  of  the  "Reports  of  Grant  Expenditures"  submitted  by  the  department 
for  each  of  these  years  show  that  adjustments  should  be  made  to  bring 
the  cost  sharing  into  agreement  with  the  stipulated  matching  ratios. 

01  Grant  Year  (Year  Ended  October  31,  1973) 

Pending  a  determination  of  the  indirect  cost  allowance  for  the  01 
grant  year  as  discussed  above,  the  proper  matching  adjustment  cannot  be 
made.   However,  the  following  example  illustrates  the  type  of  adjustment 
needed: 
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Direct  cost  $617,115 

Tentative  indirect  cost  allowance 

(illustration  above)  51,845 

Total  costs  $668,960 


Federal  share  (90%)  602, 06A 

Payments  from  federal  account       545,441 

Potential  reimbursement  due 

to  State  General  Fund  from 

SMDP's  account  in  the  Federal 

and  Private  Revenue  Fund      $  56,623 


RECOMMENDATION 

I  recommend  that,  upon  determination  of  the  indirect  cost  allowance 
for  the  01  grant  year,  the  department:  (1)  make  the  appropriate 
fund  transfer  to  effect  the  proper  matching  for  that  year;  and, 
(2)  prepare  and  submit  a  revised  Report  of  Grant  Expenditures  to 
the  National  Institute  of  Drug  Abuse  for  that  year. 
02  Grant  Year  (Year  Ended  October  31,  1974) 

The  Report  of  Grant  Expenditures  submitted  for  the  02  year  did  not 
include  any  adjustment  to  effect  the  matching  ratio  for  that  year.   In 
addition,  as  pointed  out  above,  the  reported  project  costs  were  under- 
stated by  $10,688  for  indirect  costs.   The  following  schedule  illustrates 
the  adjustment  needed: 

Total  direct  costs  $581,023 

Indirect  cost  allowance  68, 780 

Total  project  costs  $649,803 

Federal  share  (86%)  $558,831 

Payments  from  federal  account       565,481 

Reimbursement  due  SMDP's 

account  in  the  Federal  & 

Private  Revenue  Fund  from 

the  General  Fund  $   6,650 
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A  transfer  of  this  amount  from  the  General  Fund  to  SMDP's  federal  account 
and  submission  of  a  revised  Report  of  Grant  Expenditures  setting  forth 
the  above  amounts  should  resolve  the  02  year  matching  requirements  to 
date.   However,  as  discussed  in  a  following  section, a  contract  dispute 
applicable  to  the  02  grant  year  is  still  pending  and  final  project  costs 
for  that  year  cannot  be  determined  until  that  dispute  is  resolved. 

RECOMMENDATION 

I  recommend  that  the  department: 

(1)  Transfer  $6,650  from  the  General  Fund  to  its  SMDP  account  in 
the  Federal  and  Private   Revenue  Fund  to  effect  the  correct  match 
to  date  for  the  02  grant  year, 

(2)  Prepare  and  submit  a  revised  Report  of  Grant  Expenditures  for 
the  02  grant  year  reflecting  the  full  indirect  cost  allowance  and 
matching  adjustment  transfer. 

PAYl^lENT  PROCEDURES 

In  order  to  approximate  the  grant  matching  requirements,  the  depart- 
ment has  followed  the  practice  of  paying  some  of  its  SMDP  bills  from  its 
federal  account  and  some  from  its  general  fund  appropriation  for  the 
program.   This  procedure  causes  an  unnecessary  amount  of  bookkeeping 
time  and  does  not  result  in  an  accurate  allocation  of  the  expenses 
between  the  financing  sources. 

A  less  involved  procedure  that  is  often  used  in  other  programs  and 
that  results  in  the  correct  matching  on  an  on-going  basis  works  as 
follows:  Pay  all  bills  from  a  single  source  (usually  the  larger,  which 
in  this  instance  xjould  be  SMDP's  federal  account)  and  periodically 
reimburse  this  source  from  the  other  source(s) .   Under  this  procedure, 
all  bills,  payrolls,  etc.,  would  be  paid  from  the  federal  account  and, 
on  a  predetermined  basis  (monthly,  quarterly,  etc.),  a  computation  would 
be  made  of  the  amount  needed  to  balance  the  match  and  a  transfer  would 
be  made  from  SMDP's  general  fund  appropriation  to  the  federal  account. 
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Example : 

Expenditures  for  first  three  months  of  grant  year 

(all  made  from  federal  account)  including  indirect  cost 

allowance  $125,000 

Volunteer  services  ^^OQQ 

Total  project  Costs  .    $131,000 

SMDP  share  (20%)  $  26,200 

Less  volunteer  services  ^>000 

Reimbursement  due  federal  account  $  20,200 

Expenditures  from  federal  account  ($125,000)  less  reimbursement 
from  General  Fund  ($20,200)  results  in  correct  net  charge  to  federal 
account  -  $104,800  (80%  of  $131,000  total  project  costs. 

This  procedure  would  alleviate  the  need  to  process  payment  documents 
against  different  sources  and  the  resulting  additional  accounting  and 
constant  monitoring  required  by  the  current  procedure. 

RECOMMENDATION 

I  recommend  that  the  department  initiate  a  procedure  of  paying 

its  SMDP  obligations  from  one  state  treasury  account  and  periodically 

reimbursing  the  account  for  the  appropriate  amount  due  from  other 

sources. 
GPvANT  LIMITATION 

As  previously  mentioned,  the  Notice  of  Grant  Awarded  for  the  02 
grant  year  provided  for  a  federal  grant  of  86%  of  eligible  project  costs 
up  to  a  maximum  of  $556,631  for  direct  costs.   As  pointed  out  in  the 
previous  section  on  Matching  Requirements,  the  actual  federal  share  to 
date  for  the  year  turned  out  to  be  $558,831  ($499,680  direct  costs  plus 
$59,151  indirect  costs).  . 

In  a  letter  dated  October  1,  1974,  from  the  chief  of  the  State  and 
Local  Services  Branch  of  NIDA,  S^roP  was  advised  that  the  federal  grant 
maximum  for  the  02  year  was  being  revised  do\mward  to  $443,416.   The 
letter  further  stated  that  any  use  of  federal  moneys  beyond  the  newly 
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authorized  limit  would  require  prior  institute  (NIDA)  approval.   By  this 
date,  11  of  the  12  months  in  the  grant  year  had  passed  and  SMDP  had 
already  exceeded  the  new  limitation. 

The  administrative  director  of  SMDP  indicated,  and  the  current 
project  officer  with  NIDA  confirms,  that  the  subject  was  subsequently 
discussed  with  NIDA  officials.   As  a  result  of  such  discussions,  the 
administrative  director  indicates  he  believed  SMDP  had  the  necessary 
authority  to  exceed  the  newly  imposed  limitation.   However,  such  authority 
was  not  obtained  in  writing.   This  should  be  done  to  clarify  SMDP's 
spending  authority  beyond  the  $443, A16  limitation. 
RECOMMENDATION 

I  recommend  that  the  department  seek  written  clarification  from 
NIDA  as  to  the  department's  authority  to  utilize  federal  grant 
proceeds  beyond  the  $443,416  limitation  for  the  grant  fiscal 
year  ended  October  31,  1974. 

CONTRACTED  SERVICES  -  BUTTE  AFFILIATE 

Throughout  the  02  grant  year  SMDP  had  a  contract  with  an  affiliate 
organization  in  Butte  -  Butte  Youth  Service  Center  (BYSC) ,  a  community- 
based  non-profit  corporation.   The  contract  provided  for  BYSC  to  provide 
basic  outreach,  treatment,  and  referral  services  similar  to  the  services 
provided  by  other  SMDP  satellite  and  affiliate  offices.   In  addition, 
the  contract  provided  for  BYSC  to  provide  a  residential  living  center  to 
serve  as  a  home  for  the  care,  treatment  and  guidance  of  male  youth 
certified  by  SMDP  to  be  in  need  of  such  services  because  of  their 
association  with  drugs. 

The  contract  called  for  financing  of  the  BYSC-provided  services  as 

follows: 
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Outpatient  treatment  and  crisis  center: 

Payments  to  BYSC  from  the  state  $83,501 

Matching  cash  contribution  by  BYSC  3,800 

Crisis  center  volunteers 

(calculated  at  minimum  wage  rates)  16,391 

Residential  living  center: 

BYSC  provide  the  facility  (Denny  Driscoll  Boys'  Home)  with  a 
maximum  of  18  beds  for  certified  boys  and  pay  operating  expenses 
subject  to  reimbursement  from  the  state  at  a  rate  of  $7.50  per 
day  for  each  certified  boy  in  the  Home  when  other  resources 
cannot  pay  for  the  care  of  the  youth. 
The  contract  was  amended  June  28,  1974,  by  the  adoption  of  a  new 
contract  covering  the  operation  of  the  Boys'  Home  for  the  period  July  1, 
1974  through  October  31,  1974.   The  primary  changes  were  to  establish 
more  specific  standards  for  certification  of  the  boys'  needs,  set  forth 
more  specific  treatment  services  required,  increase  the  maximum  number 
of  certified  boys  from  18  to  24,  and  increase  the  daily  boy-rate  reim- 
bursable by  the  state  to  $10.34.   The  amended  contract  provided  for  a 
further  adjustment  of  the  $10.34  rate  to  reflect  the  actual  cost  based 
on  a  review  in  October  1974,  by  SMDP  personnel  of  actual  expenditures 
for  the  period  July  1,  1974  through  September  30,  1974. 

Billings  and  Payments 

Included  in  Patient  Care  costs  in  Appendix  I  are  payments  to  BYSC 
as  follows: 
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Month  Services 
Provided 

November  1973 

December 

January  1974 

February 

March 

April 

May 

June 

July 

August 

September 


Outpatient 

Treatment 

and  Crisis 

Center 

Boys'  Home 
$  4,500 

Total 

$  6,958 

$  11,458 

6,958 

2,186 

9,144 

6,959 

1,963 

8,922 

6,958 

1,680 

8,638 

6,959 

2,152 

9,111 

6,958 

2,616 

9,574 

6,958 

2,929 

9,887 

6,959 

2,861 

9,820 

6,958 

4,496 

11,454 

6,959 

5,253 

12,212 

6,958 

- 

6,958 

76,542 


30,636 


107,178 


Included  in  the  reported  unliquidated  obligations  as  of  October  31 , 
1974,  were  the  following  billings  from  BYSC: 

Paid  in  November  1974 


July 
August 
September 
October 


(583) 
(584) 
(583) 
6,959 
(584) 


5,056 


9,681 


Not  Paid  as  of  the  Date  of 
this  Audit  Report 

July 
August 
September 
October 


2,692 

) 

2,729 

) 

1,110 

)  15,119 

8,588 

) 

Another  billing  from  BYSC  became  available  to  SMDP's  accountant  in 
March  1975,  that  indicated  additional  services  were  provided  during  the 
contract  period  for  63  boys  in  the  Boys'  Home.   The  billing  is  for  5 
days  for  each  boy  but  does  not  indicate  what  dates  are  involved. 


Total  billings  from  BYSC    $81,167 


2,362 
$53,173 


2,362 
$134,340 
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Independent  Audit 

In  November  197A,  an  independent  audit  was  performed  of  the  above 
contract  payments  and  recorded  unliquidated  obligations.   The  audit  was 
limited  in  scope  due  to  two  factors  -  lack  of  access  to  certain  BYSC 
records,  and  insufficient  time  to  seek  outside  confirmation  of  potential 
collection  by  BYSC  of  fees  from  other  sources  for  the  care  of  SMDP  cer- 
tified boys  in  the  Boys'  Home. 

However,  the  resulting  audit  report  pointed  out  several  deficiencies 
in  BYSC's  support  for  its  contract  billings.   The  most  potentially  sig- 
nificant of  the  findings  was  lack  of  available  records  as  to  the  source 
and  purpose  of  BYSC  receipts.   SMDP's  contracts  with  BYSC  provided  that 
SMDP  payments  to  BYSC  for  certified  boys  in  the  Boys'  Home  would  be  re- 
duced by  the  amount  of  any  payments  BYSC  received  from  other  governmental 
agencies  (and  for  the  contract  period  prior  to  July  1974,  from  other 
sources  as  well) .   Indications  existed  that  BYSC  was  receiving  payment 
for  certified  boys  from  SMDP  and  duplicative  payments  from  other  sources 
(primarily  welfare)  for  the  same  time  periods.   However,  the  BYSC  director 
informed  the  auditor  that  BYSC  had  no  records  to  show  the  detail  of 
other  governmental  agency  payments  received  by  BYSC. 
Department  Follo^^mp 

Pursuant  to  the  above  audit,  personnel  of  the  department's  Fiscal 
Bureau  conducted  a  limited  review  of  welfare  payments  to  BYSC.   The 
staff  obtained  their  source  information  from  the  records  of  SMDP,  the 
State  Department  of  Social  and  Rehabiliation  Services  (SRS) ,  and  the 
county  welfare  office  in  Butte.   The  resulting  staff  report  dated 
February  18,  1975,  indicates  that  based  upon  available  records,  BYSC 
collected  a  minimum  of  $7,726  contrary  to  contracted  agreements.   The 
report  indicates  that  these  collections  were  derived  by  charging  for 
boys  that  had  left  the  home  (according  to  SRS  records)  and  charging  SMDP 
and  SRS  for  duplicate  services. 
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Department  officials  have  held  subsequent  meetings  with  BYSC 
officials  in  an  attempt  to  resolve  the  conflict  but  without  success. 
Department  officials  indicate  that  the  BYSC  director  has  consistently 
refused  access  to  BYSC  records  that  may  aid  in  determining  the  approp- 
riate settlement  amount.   By  letter  dated  May  27,  1975,  the  department 
requested  access  to  the  pertinent  BYSC  records  for  this  auditor.   The 
BYSC  director's  reply  of  May  29,  1975,  included  the  following  comments: 

"We  must  refuse  because  the  time  is  not  convenient..."  and  "we 
have  requested. . .an  audit  by  the  Department  of  HEW  Regional 
Office  and  we  are  now  waiting  the  results  of  our  request  to 
HEW  for  this  audit." 

Legal  Action 

On  June  9,  1975,  the  administrative  director  of  SMDP  was  served 
with  a  court  order  pursuant  to  a  petition  filed  by  the  BYSC  president. 
The  order  directs  that  the  SMDP  administrative  director  submit  a  written 
request  "to  the  proper  person  of  a  waiver  of  the  prohibition  of  the  use 
of  funds  made  available  by  more  than  one  federal  agency  to  carry  out  the 
drug  abuse  treatment  services  by  Butte  Youth  Service  Center..."  or 
appear  in  court  June  20,  1975,  to  explain  why  such  action  was  not  taken. 

Sunmiary 

The  department  has  made  appropriate  administrative  efforts  to  re- 
solve the  conflict  over  the  contractual  dispute  with  BYSC.   The  department 
is  continuing  to  hold  in  reserve  over  $15,000  and  department  officials 
express  a  willingness  to  settle  the  conflict  when  the  necessary  records 
are  made  available. 
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RECOMMENDATION 

I  recommend  that  the  department  continue  to  seek  access  to  the 
pertinent  records  of  its  Butte  affiliate  needed  to  determine  the 
appropriate  settlement  for  the  02  grant  year  and  continue  to  withhold 
payment  until  the  necessary  records  are  provided. 

CONCLUDING  COMMENTS 

The  comments  and  recommendations  contained  in  this  report  have  been 
discussed  with  the  administrative  director  of  the  Southwestern  Montana 
Drug  Program.   I  would  like  to  thank  the  administrative  director  and  his 
staff  for  their  cooperation  and  assistance  extended  during  the  audit. 

Sincerely, 


G.  Dean  Reed  \ 

Certified  Public  Accountant 
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SOUTHWESTERN  MONTANA  DRUG  PROGRAM 
ALL  FUNDS 
BALANCE  SHEET 
October  31,  1974 


EXHIBIT  A 


ASSETS 

Revolving  Fund  Cash 
Cash  in  State  Treasury 
Unexpended  Appropriations 
Due  from  General  Fund 
Expense  Advances  to  Employees 
Equipment  — 

Total  Assets  $  54,145 


Federal  & 

General 

General 

Private 

Fixed 

Fund 

Revenue  Fund 

Assets 

; 

$ 

300 

$ 

— 

110,463 

— 

54,145 

10,720 

— 

— 

6,650 

— 



420 

■— _ 

$  128,553 


17,684 
$  17,684 


LIABILITIES,  RESERVES  AND 
FUND  BALANCE 


Accrued  Support  Expenditures  $    523 

Due  to  Federal  &  Private 
Revenue  Fund  6,650 

Reserve  for  Encumbrances        2,152 

Reserve  for  Fixed  Assets         — 

Fund  Balance,  Exhibit  B        44,820 

Total  Liabilities, 
Reserves  &  Fund 

Balance  $  54,1 45 


$   55,32{ 


13,217 


60,008 


$  128,553 


17,684 


$  17,684 


See  accompanying  notes  to  financial  statements. 
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SOUTHWESTERN  MONTANA  DRUG  PROGRAM 
ALL  FUNDS 
STATEMENT  OF  CHANGES  IN  FUlffl  BALANCE 
Grant  Fiscal  Year  Ended  October  31,  1974 


EXHIBIT  B 


General 
Fund 


Federal  ti 
Private 
Revenue  Fund 


Fund  Balance,  November  1,  1973 

Add: 

Federal  Grant  Receipts 
Legislative  Appropriations 
Prior  Year  Adjustments 

Total  Balance  and  Additions 


$  52,220 


58,419 


110,639 


$   76,473 

544,000 

10,720 

1,222 

632,415 


Deduct: 

Appropriation  Expenditure  s  -  Exhibit  C    52,990  565,840 

Appropriation  Reversion  4,027 

Reserve  for  Encumbrances,  Oct.  31,  1974   2,152  13,217 

Interfund  Obligations                        (6,650)  6,650 

Fund  Balance,  October  31,  1974              $  44,820  $   60,008 


See  accompanying  notes  to  financial  statements. 
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EXHIBIT  D 


SOUTin-ffi STERN  MONTANA  DRUG  PROGRAM 

STATEMENT  OF  CtlANGES  IN  GENEPAL  FIXED  ASSETS 

Grant  Fiscal  Year  Ended  October  31,  1974 


Balance,  November  1,  1973  $15,089 
Add: 

Purchases  During  Grant  Year  2,832 

Total  Balance  and  Additions  17,921 
Deduct: 

Item  Stolen  (237) 

Balance,  October  31,  1974  $17,684 


See  accompanying  notes  to  financial  statenents. 
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SOUTHlffiSTERN  MONTANA  DRUG  PROGRAM 
NOTES  TO  FINiVNCIAL  STATEMENTS 
Grant  Fiscal  Year  Ended  October  3i,  1974 


Contingent  Inter fund  Obligations 

1.  The  repovted  fund  balances  do  not  reflect  potential  interfund 
obligations,  as  follows: 

a.  The  state  has  not  obtained  written  approval  to  utilize 
federal  moneys  in  excess  of  a  revised  maximum  federal 
grant  allowance  for  the  grant  fiscal  year  ended  October 
31,  1974.   Notification  was  received  late  in  the  grant 
year  that  the  maximum  federal  participation  was  being 
reduced  to  $443,316,  unless  a  higher  amount  was  sub- 
sequently approved.   Based  upon  provisions  of  the 
original  notice  of  grant  awarded  for  the  year,  the 
federal  share  of  total  project  cost  amounted  to 
$558,831.   The  state  program  director  expressed  his 
understanding  that  approval  was  granted  to  utilize 

the  excess  $115,515  but  this  has  yet  to  be  confirmed 
in  writing. 

b.  A  matching  adjustment  is  pending  for  the  grant  fiscal 
year  ended  October  31,  1973.   The  amount  cannot  be 
calculated  until  a  determination  is  made  as  to  the  in- 
direct cost  allowance  for  that  year. 

Appropriations 

2.  Amounts  shown  on  Exhibit  C  as  appropriations  for  the  drug  treat- 
ment program  were  included  in  appropriations  to  Warm  Springs 
State  Hospital.   The  spending  authority  for  these  amounts 

was  transferred  to  the  Southx^7estern  Montana  Drug  Program  Unit 
by  approved  budget  amendments. 

Equipment 

3.  Pursuant  to  established  state  policy,  equipment  items  included 
in  the  General  Fixed  Assets  are  limited  to  those  items  which 
cost  $100  or  more. 
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APPEND  Ev  I 


SOUTtlWESTERN  MONTMA  DRUG  PROGRAM 
REPORT  OF  GPxANT  EXPENDITURES 
(GRANT  NO.  5  H80  DA  01018  01  &  02) 
Grant  Fiscal  Years  Ended  October  31,  1973  and  1974 


Grant  Fiscal  Year  Ended 
October  31 


Unobligated  Balance,  Beginning 

Grant  Award 

Expenditures 

Unliquidated  Obligations: 

October  31,  1973 
October  31,  1974 

Unobligated  Balance,  Ending 

Grantee  Matching  Contribution 


1973 
$   -0- 
709,021 
(519,106) 

(26,345) 


$  163,570 


$  88,488 


1974 
$  163,570 
640,125 
(536,488) 


26,345 
(70,481) 


$  223,071 
$  82,208 


Cumulative 
$   -0- 

1,349,146 
(1,055,594) 


(70,481) 


$   223,071 


$   170,696 


ANALYSIS  OF  GRANT  EXPENDITURES 
Grant  Fiscal  Year  Ended  October  31,  1974 


Expenditures  from 


Direct  Costs 

Personnel 

Consultant  Services 

Equipment 

Supplies 

Travel 

Patient  Care 

Alterations  and  Renovations 

Other 

Total  Direct  Costs 
Indirect  Costs 

Total  Expenditures 

See  notes  to  appendices. 


Federal 
Grant 


$  163,793 

2,440 

8,869 

6,866 

24,372 

180,973 

1,762 

89,321 

478,396 

58,092 

$  536,488 


Grantee 
Contribution 


Total 


$ 

52,246 

$ 

216,039 

750 

3,190 

- 

8,869 

286 

7,152 

4,525 

28,897 

13,715 

194,688 

- 

1,762 

10,686 

100,007 

82,208 

560,604 

» 

$ 

58,092 

$ 

82,208 

618,696 
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APPEND  LX  II 


Federal 

SMDP 

Total 

$  572,512 

$ 

$ 

572,512 

- 

2,134 

2,134 

- 

53,958 

53,958 

(1,222) 

- 

(1,222) 

SOUTIIW. STERN  MONTANA  DRUG  PROGRAM 
RECONCILIATION  OF  GPvANT  REPORT  WITH  STATE  EXPENDITURE  REPORTS 
Grant  Fiscal  Year  Ended  October  31,  1974 


Appropriation  Expenditures  (cash 
basis)  per  Records  of  State 
Department  of  Administration: 

National  Institute  of  Drug 
Abuse 

Model  Cities 

State  General  Fund 

Prior  Year  Adjustments 

November  1973  Disbursements 

Reported  as  GFYE  10/31/73 

Expenditures  (35,630)        (1,491)        (37,121) 

July  1973  Disbursement  Omitted 

from  GFYE  10/31/73  Expenditures        828  -  828 

Local  Volunteer  Contributions: 

Butte  Affiliate  -  17,527  17,527 

Bozeman  Affiliate  -  6,280  6,280 

Butte  Affiliate  Cash 

Contributions  -  3,800  3,800 

Expenditures  Per  Report 

of  Grant  Expenditures  to 

DREW  $  536,488       $  82,208       $  618,696 


See  notes  to  appendices. 


(27) 


SOUTHWESTERN  MONTANA  DRUG  PROGRAM 

NOTES  TO  APPENDICES 

Grant  Fiscal  Years  Ended  October  31,  1973  and  1974 


Amounts  for  GFYE  10/31/73  were  not  audited  and  are  included  for 
comparative  information  purposes  only. 

Amounts  awarded  include  provisional  amounts  for  indirect  cost 
allo\<;ances  as  follows:   GFYE  10/31/73  -  $92,481,  and  GFYE 
10/31/74  -  $83,494.   The  grant  awards  provided  that  use  of 
these  indirect  cost  allowances  was  subject  to  negotiation 
with  DHEW  of  an  indirect  cost  rate  for  each  period.   Such 
negotiations  for  the  GFYE  10/31/74  have  been  completed,  but 
have  not  been  finalized  for  the  GFYE  10/31/73, 

Reported  expenditures  for  the  most  part  are  on  the  cash  basis 
and  do  not  include  accrual  adjustments,  indirect  cost  allowances 
and  adjustments  to  effect  the  required  matching  ratios. 

Contingent  interfund  obligations  exist  pending  final  determination 

as  to  the  amount  of  the  federal  ?rant  award  for  the  GFYE  10/31/74,  and 

indirect  cost  allowance  for  the  GFYE  10/31/73. 


(28) 


